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FOREWORD

This report reflects the results of amarket conduct examination “by test” of the clams processing
system of OmniCare Health Plan, Inc. (“OmniCare’). Further, this report reflectsthe results of a
limited scope examination of the financial statement account balances as reported by OmniCare.
This report aso reflects the results of a compliance examinatiion of OmniCar€'s policies and
procedures regarding statutory and contractual requirements. A description of the specific tests
goplied is set forth in the body of this report and the results of those tests are included herein.

PURPOSE AND SCOPE
A. Authority

This examination of OmniCare was conducted jointly by the TennCare Divison of the
Tennessee Department of Commerce and Insurance (TDCI) and the Office of the
Comptroller of the Treasury, Divison of State Audit (Comptroller) under the authority of
section 36. of the Contractor Risk Agreement between the State of Tennessee and
OmniCare, Executive Order No. 1 dated January 26, 1995, and § 56-32-215 of the
Tennessee Code Annotated (Tenn. Code Ann.).

OmniCare is licensed as a hedth maintenance organization (HMO) in the sate and
participates by contract with the state as a managed care organization (MCO) in the
TennCare Program. The TennCare Program is administered by the TennCare Bureau
within the Tennessee Department of Finance and Adminigtration.

Areas Examined and Period Covered

The market conduct examination focused on the clams processng functions and
performance of OmniCare. The testing included an examination of interna controls
surrounding claims adjudication, clams processing system data integrity, notification of
clams dispogtion to providers and enrollees, and payments to providers.

Thelimited scopefinancid examination focused on sdected ba ance sheet accountsand the
TennCare income statements as reported by OmniCare on its National Association of
Insurance Commissioners (NAIC) quarterly statement for the quarter ended March 31,
2003, and the Medical Fund Target Report filed by OmniCare as of July 31, 2003.
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The limited scope compliance examination focused on OmniCare's provider appeds
procedures, provider agreements and subcontracts, the demonstration of compliancewith
Federd Title VI of the 1964 Civil Rights Act and the Insurance Holding Company Act.

Fiddwork was performed using records provided by OmniCare before the onsite
examination and during the onsite examination from September 15 through September 25,
2003. Also, fieldwork was performed during an onste examination of OmniCare sdlams
processing subcontractor from October 20, 2003, through October 23, 2003.

Purpose and Objective

The purpose of the examination was to obtain reasonable assurance that OmniCare's
operationswere administered in accordance with the Contractor Risk Agreement, and Sate
gtatutes and regulations concerning HMO operations, thus reasonably assuring that the
OmniCare TennCare membersreceived uninterrupted ddivery of hedth careservicesonan

ongoing basis.
The objectives of the examination were to:

Determinewhether OmniCare met its contractua obligationsunder the Contractor Risk
Agreement and whether OmniCare wasin compliance with the regulatory requirements
for HMOs set forth in Tenn. Code Ann. § 56-32-201 et seq.;

Determine whether OmniCare had sufficient financid capita and surplus to ensurethe
uninterrupted ddlivery of hedlth care services for its members on an ongoing basis,

Determine whether OmniCare properly adjudicated clamsfrom service providersand
made payments to providersin atimey manner;

Determine whether OmniCare had implemented an apped system to reasonably
resolve gpped s from TennCare providersin atimely manner; and

Determine whether OmniCare had corrected deficiencies outlined in the prior
examination conducted by TDCI.



OmniCare Examination Report

May 24, 2004

Page 6

PROFILE

A.

Adminidrative Organization

OmniCare Hedth Flan, Inc., formerly Affordable HedthCare Corporation, was chartered
inthe State of Tennessee on October 6, 1993, for the purpose of providing manaeged hedth
care sarvicesto individuds participating in the State' s TennCare Program. The Amended
and Restated Bylaws of OmniCare, dated March 14, 1995, provided that the businesswill

be conducted using the name OmniCare Hedlth Plan, Inc. United Americaof Tennessee
(UA-TN) is the mgority owner of OmniCare. OmniCare contracts with UA-TN to

provide management services.

The officers and board of directors for OmniCare at March 31, 2003, were as follows:

Officersfor OmniCare

Oshie Howard, President
Lorenzo Harris, Treasurer
Marsha Lynn Robinson, Secretary

Board of Directors for OmniCare

AlvinKing Julius Combs, M.D.
Rebecca Clark Samue King
William Brooks Frank Banks
Bevely Williams-Cleaves, M.D. Thomas J. Marzette
Charles Carpenter Oshie Howard
Marsha Lynn Robinson

Brief Overview

On January 3, 1994, OmniCare contracted with the state as a preferred provider

organization. On March 3, 1996, TDCI issued OmniCare a certificate of authority to
operate asan HMO.

Effective July 1, 2002, the Contractor Risk Agreement with OmniCare was amended to
temporarily operate under anon-risk agreement from July 1, 2002, through December 31,
2003. Thisperiod, otherwiseknown asthe* stabilization period,” was establishedtodlow
dl MCOsasatisfactory period of timeto establish financid stability, maintain continuity of a
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managed care environment for enrolleesand assist the Bureau of TennCarein restructuring
the program design to better serve Tennesseans adequately and responsibly. OmniCare
agreed to reimburse providers for the provison of covered services in accordance with
reimbursement rates, reimbursement policies and procedures, and medica management
policies and procedures as they existed April 16, 2002.

During the period under examination, OmniCare waslicensed by TDCI and the TennCare
Bureau to participate in the TennCare program in the West Tennessee Grand Region.

OmniCare derives the mgority of its revenue from payments from the state for providing
medica benefits to TennCare members. As of March 31, 2003, OmniCare had

approximately 112,250 TennCare members.

Claims Processing Not Parformed by OmniCare

During the period under examination, OmniCare subcontracted with thefollowing vendors
for the provision of specific TennCare benefits and the processing and payment of related
clams submitted by providers

Scripts Pharmacy Solutions, Inc., for pharmacy claims processing,
Dord Medicd USA, LLC (Dord) claims processng, and
Block Vidon for vison services.

Only themedicd clamsprocessed by Dord wereincluded in the poal of damsfromwhich
clams were sdected for detailed testing. Therefore, except for timeliness testing of

pharmacy clams, no pharmacy or vison clams were tested as part of the examination. It
should be noted that as of July 1, 2003, OmniCare was contractually no longer responsible
for pharmacy benefits. The TennCare Bureau contracted directly with asingle pharmacy
benefitsmanager asof July 1, 2003, for the provison of pharmacy benefitsto dl TennCare
enrollees.

V. PREVIOUS EXAMINATION FINDINGS

The previous examination findings are set forth for informational purposes. The following were
financid and dlaims processing deficiencies cited in the examination by the Tennessee Department
of Commerce and Insurance, TennCare Division, for the period April 1, 2000, through June 30,

2000:
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Limited Scope Financid Examination

1.

OmniCare's origindly submitted NAIC Statement for the Quarter Ended June 30,
2000 underdtated claims payable by $811,661. The understatement resulted in a
gtatutory net worth deficiency of $679,608 for June 30, 2000. UA-TN purchased
$900,000 preferred stock in OmniCare to fund the statutory net worth deficiency.

The medicd loss ratio reports filed through September 30, 2000, reveded severd
discrepancies. Theincurred but not reported (IBNR) component of the medical loss
ratio report was not based on actuarial studies or previous historical payment patterns
of medicd dams Adminigrative costs of $23,500 related to the claims processing fee
of apharmacy subcontractor was improperly included in the medicd lossratio report
asmedica expenses. Drug payments of $90,407 related to dates of service prior to
Jduly 1, 2000 were improperly included in the medicd loss rétio report as medicd
expenses.

Subsequent to the examination period, OmniCare faled to notify TDCI that it had
amended the management agreement with UA-TN. The amended management
agreement isamodification of itscertificate of authority and requiresthe prior approva
of TDCI.

OmniCare incorrectly reported $252,222 in funds held in escrow by providersasan
admitted asset. Under NAIC guiddinesfundsheld in escrow are not reedily available
for the payment of clams and therefore should be classified as non-admitted assets.

Support for collection of $295,954 in accounts receivable due from providers was
not provided and has been adjusted from net worth.

Premium revenues as of June 30, 2000, incorrectly includes amounts improperly
accrued in premium revenue for the year ended December 31, 1999, that were never
collected. Premium revenues of $6,200 have been adjusted from net worth.

The deficiencies numbered above as 1 and 3 are repeated as part of this report. The other
deficiencies noted above were corrected and thus not repested in this report.

B. Claims Processing
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. The datafile provided by OmniCare could not be reconciled to the generd ledger to

within an acceptable limit.

. OmniCare did not process clamsin accordance with the TennCare contract. Ninety-

sx percent of dl clamstested were processed within 60 days. The TennCare contract
requires an MCO to process 100% of dl damswithin 60 days.

. One of the 50 clams tested contained incorrect or missing data eements.
. Three of the 50 claims tested were improperly denied.
. OmniCare paid incorrect amounts for two of the 50 clams tested.

. Oneclamwas correctly denied, however; OmniCare sclamssystemindicated apad

amount.

. The Clams Status Report submitted to TennCare on aweekly basisis not prepared

correctly.

The deficiencies numbered above as 3 and 5 are repeated as part of this report. The other
deficiencies noted above were corrected and thus not repeated in this report.

V. SUMMARY OF CURRENT PERTINENT FACTUAL FINDINGS

The summary of current factud findings are set forth below. The detalls of tegting as well as
managements comment to each finding can be found in Sections VI, VII and VIII of this
examination report.

A.

Finandia Deficiencies

1. OmniCare did not submit for required gpprova by TDCI modifications to the

management agreement between Omni Care and its parent company United Americacof
Tennesseg, Inc., before the modifications were implemented.
(See SectionVI.A 4.

. OmniCare incorrectly reported as an admitted asset receivables which exceeded 90

days old as of the sworn submission date on the March 31, 2003, NAIC Quarterly
Financid Statements. The misstatement of the financid statements was the result of
OmniCare' s falure to abide by the terms of Letter of Agreementswith two medica
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B.

providers. Subsequently, the receivables were collected which negated a required
adjustment to net worth.
(See Section VI.A.2))

. OmniCare's clams unpaid as reported on the March 31, 2003, NAIC Quarterly

Financial Statement was understated by at least $318,279. The understatement of
clams unpaid did not affect OmniCare s net worth as of March 31, 2003.
(See Section VI.A 5.

. OmniCare's Supplemental TennCare Operations Statement for the three months

ending March 31, 2003, was not prepared as if OmniCare were sill at risk by
including dl income and expensesrelated to daims, losses, and premiumsfor damsas
required by section 2-10.i. of the Contractor Risk Agreement.

(See Section VI.B.)

Clams Processing Deficiencies

1. The following deficiencies were noted during the review of the dams payment

accuracy report preparation procedures.
(See Section VII.C.2)

The Claims Payment Accuracy report prepared by OmniCare sclamsprocessng
subcontractor was not verified by OmniCare for accuracy.

Pharmacy clams processed by Scripts Pharmacy Solutions, Inc. and vison clams
process by Block Vison were not included in the determination of the clams
accuracy percentage.

Documentation was hot maintained supporting the random sdlection of dlams. As
a result, the examiners could not verify that the claims tested were randomly
selected as required in the section 2-9. of the Contractor Risk Agreement.

Documentation was not maintained supporting that thetota claims population was
defined before the claims tested were sdlected.

2. The procedure code reported on one claim tested did not agree with the procedure

code entered in the claims system resulting in the incorrect reporting of encounter data
to the TennCare Bureau and resulting in the incorrect payment of the claim.
(See Section VII.G.1.)
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3.

Two claims on the second submission by the provider wereincorrectly denied dueto
untimely filing. Thedamswere origindly submitted within the 120 day timdy filing limit.
Subsequently, OmniCare paid the claims based on provider appedls. (See Section
VIILF)

The fee table loaded in the clams processing system was incorrect for four clams
tested resulting in incorrect payments to providers.
(See Section VII.G.2.)

Compliance Deficiencies

1.

As of the end of the examination fieldwork, OmniCare contracted with five hospitals
through a “Letter of Agreement” versus the required provider contract templates
goproved by TDCI. The Letter of Agreement is deficient in 36 of the required 44
minimum contract language requirements of section 218. of the Contractor Risk
Agreement. Operation by OmniCare under the Letter of Agreement isin a manner
contrary to information submitted to TDCI to obtain and maintain its certificate of
authority to operate as a HMO. Subsequently on February 24, 2004, OmniCare
amended the “Letter of Agreement” to correct the deficiencies noted in the
examingtion.

(See Section VIII.C.1)

OmniCarelacksan internd audit function as part of OmniCare' sorganization sructure.
(See Section VIII.H.)

OmniCar€ s needs to improve the monitoring efforts of its mgor subcontractor for
claims processing services.
(See Section VIII.I.)

For the 20 provider complaints selected for testing, 13 (65%) were not responded to
within 30 days after the receipt of the complaint per Tenn. Code Ann. 8 56-32-
226(b)(3)(A).

(See Section VIILA))

Two provider contracts selected for testing did not include al provisons required by
section 2-18. of the Contractor Risk Agreement.



OmniCare Examination Report

May 24, 2004

Page 12

VI.

(See Section VIII.C.2)

DETAIL OF TESTSCONDUCTED —FINANCIAL ANALYSIS

A.

Fnancid Andyss

Asan HMO licensed in the State of Tennessee, OmniCare is required to file annuad and
quarterly statementsin accordance with NAIC and statutory guiddineswith the Tennessee
Department of Commerce and Insurance. The department uses the information filed in
these reports to determine if OmniCare meets the minimum requirement for statutory
reserves. The satements are filed on astatutory basis of accounting. Statutory accounting
differs from generally accepted accounting principles because “admitted” assets must be
eadly convertibleto cash, if necessary, to pay outstanding claims. “Non-admitted” assets
such asfurniture, equipment, and prepaid expenses are not included in the determination of
plan assets and should not be considered when caculating capitd and surplus.

At March 31, 2003, OmniCare reported $9,308,908 in admitted assets, $2,247,899 in
liabilitiesand $7,061,008 in capitad and surplus onitsNAIC quarterly satement. OmniCare
reported tota net income of $108,867 on its statement of revenue and expenses.

1. Capitd and Surplus

Tenn. Code Ann. § 56-32-212(a)(2) requires OmniCare to establish and maintain a
minimum net worth equd to the greater of (1) $1,500,000 or (2) an amount totaing
4% of the first $150 million of annua premium revenue earned for the prior caendar
year, plus 1.5% of the amount earned in excess of $150 million for the prior calendar
year.

Tenn. Code Ann. § 56- 32-212(g)(2) includesin the definition of premium revenue* any
and dl payments made by the Sateto any entity providing hedth care services pursuant
to any federd waiver received by the Sate that waives any or dl of the provisons
pursuant to any other federal law adopted by amendment to the required Title X1X
daeplan.” Based onthisdefinition, dl TennCare payments madeto an HMO licensed
in Tennessee are included in the calculation of net worth and deposit requirements.

2003 Net Worth Caculation
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OmniCare s premium revenue per documentation obtained from the TennCare Bureau
totaled $185,140,877.91 for the caendar year 2002; therefore, based upon Tenn.
Code Ann. 8 56-32-212(a)(2), OmniCare' s current minimum statutory net worth
requirement is$6,527,113. OmniCarereported totd capital and surplusof $7,061,008
as March 31, 2003, which is $533,895 in excess of the minimum statutory net worth
requirement.

Premium Revenue for the Examination Period

For the examination period January 1 through March 31, 2003, the following isa
summary of OmniCarés premium revenue as defined by Tenn. Code Ann. 8
56-32-212(a)(2):

Adminigrative fee payments from the TennCare Bureau
for the period January 1 through March 31, 2003 $3,416,691

Reimbursement for medica payments from the TennCare
Bureau for the period January 1 through March 31, 2003 48,262,399

Reimbursement for premium tax payments from the TennCare
Bureau for the period January 1 through March 31, 2003 1,209,520

Prior year capitation payments from the TennCare Bureau
received during the period January 1 through March 31, 2003 776,671

Totd premium revenue January 1 through March 31, 2003 $53,665,281

. Hedlth Care Recelvables

OmniCare incorrectly reported as an admitted asset, receivables which exceeded 90
days old as of the sworn submission date on the March 31, 2003, NAIC Quarterly
Financid Statement. The misstatement of the financid statements was the result of
OmniCarés failure to abide by the terms of Letter of Agreements with two medica
providers. By Letter of Agreement, OmniCare is required to deposit in these two
providers bank accountsatotal of $1,050,000 at the beginning of the calendar quarter
as assurance that OmniCare will process the providers claims timely. In turn the
providers are required to refund the $1,050,000 deposit plusinterest to OmniCare at
the end of the calendar quarter. These deposit and refund transactions are completed
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each quarter in order to comply with statutory principles. During the examinationit was
determined that OmniCare did not comply with the L etter of Agreements with these
providers because the above transactions did not occur for the quarter ending March
31, 2003. On the sworn submission date of May 30, 2003, for the March 30, 2003,
NAIC Quarterly Statement, OmniCare should have been aware the receivable was
150 days old and therefore should have reported the receivable as a non-admitted
asset. Per Tenn. Code Ann. 8 56-32-212(a)(5)(D) admitted assetsincludereceivables
that are not more than ninety days past due. Subsequently, on September 2, 2003, the
recelvableswere collected which negated arequired adjustment to current net worth as
of the issue date of this report.

Management’ s Comment:

OCHP concurswith this statement and made arrangements with the loca bank where
the funds are maintained to collect the receivable dong with interest every ninety days.
The receivable was then to be reestablished to satisfy statutory principles. The bank
employee respongble for this process retired during this period and the necessary
transactions did not teke place. Therewas no evidence of thisfailure since month end
balances were correct. The bank has nitiated procedures to insure proper fund
transfers in the future and OCHP will request verification that the appropriate
transactions were recorded.

. Redtricted Deposit

Tenn. Code Ann. §56-32-212(b)(2) and § 56-32-212(b)(3) requiresal HM Oslicersed
in the state to maintain adeposit equa to $900,000, plus an additiona $100,000 for
each $10 million or fraction thereof of annud premium revenuein excess of $20 million
and less than $100 million as reported on the most recent annud financia satement
filed with TDCI, plus $50,000 for each $10 million or fraction thereof of annua
premium revenuein excess of $100 million. As previoudy noted, Tenn. Code Ann. §
56-32-212(8)(2) includesin the definition of premium revenue “any and dl payments
mede by the state to any entity providing hedth care services pursuant to any federa
walver received by the dtate that waives any or dl of the provisons pursuant to any
other federd law adopted by amendment to the required Title X1X gate plan.”

Based upon premium revenues for caendar year 2002 totaling $185,140,877.91,
OmniCare's statutory deposit requirement at March 31, 2003, is $2,150,000.

OmniCare has provided TDCI with safekeeping receipts documenting that deposits
totaling $2,150,000 have been pledged for the protection of TennCare enrollees.
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4. Management Fee

OmniCare contractswithits parent company UA-TN to provide management services
Effective June 2001, the management fee paid to UA-TN was 10% of the TennCare
revenues plus 100% of interest earned on investment income. As previoudy noted
effective July 1, 2002, the Contractor Risk Agreement between OmniCare and the
TennCare Bureau was amended to a nontrisk contract. Instead of monthly capitation
paid to OmniCare for medicd and adminigtrative services, OmniCare is paid a fixed
adminidrative fee and reimbursed for medical costs of the enrollees. During the
examinaion, it was determined that OmniCare modified the management fee paid to
UA-TN to 80% of thefixed monthly adminigrativefee paid by the State of Tennessee
plus 100% of any varigble adminigtrative fee expenses. The modification to the
management agreement was effectivefrom July 1, 2002, through February 2003. This
represented a material modification of OmniCare's Certificate of Authority (COA)
pursuant to Tenn. Code Ann. 8 56-32-203(c)(1) but it was never submitted to TDCI
for gpprovd. This materid modification to OmniCare's COA should have been

submitted for prior gpprova by TDCI before the modification was implemented.

Also, during the examination, it was discovered that during February 2003, OmniCare
adjusted the management fee from 80% to 90% retroactively for the period July 2002,
through February 2003, and continued the changefor dl following months. Again, this
represented a materid modification of OmniCare's Certificate of Authority (COA)

pursuant to Tenn. Code Ann. § 56-32-203(c)(1). Eventually on September 10, 2003,
OmniCare submitted arequest to change the management fee from 80% to 90% asa
materid modifications to OmniCare's Certificate of Authority. On September 12,

2003, TDCI issued a Notice of Filing Deficiency related to the request because the
changein management feelacked the required gpprova of the TennCare Bureau of the
Tennessee Department of Finance and Adminigration.  This ungpproved materid

modification to OmniCare’s COA should have been submitted for approva by TDCI

before the modification was executed on February 18, 2003. Asprevioudy noted, this
finding has been repeated from the previous examination. OmniCare should develop
policies and procedures that will ensure that any materid modifications are properly
submitted for approval by TDCI asrequired by Tenn. Code Ann. 8§ 56-32-203(c)(1).

Management' s Comment:
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OCHP does not concur with this satement. OCHP filed the proper requests for
Materid Modificationsto our COA for the adjustments to the management fees, with
no responsefrom TDCI. When OCHP and the TennCare Bureau entered into anon
risk contract effective July 1, 2002, OCHP had an approved management agreement
with UATN, which required payment of 10% of TennCare revenues plus 100% of
interest. For the months of July and August 2002, OCHP was paid asif it was Htill a
risk with TennCare payments in excess of $15million monthly. Since the ASO rate
gructure had not been findized by TennCare, it was difficult, if not impossble for
OCHP to determine its revenue and what could be paid as a management fee. The
decison was made to wait until this information was available. While there is some
disagreement as to when OCHP made a formal request to amend the management
agreement, we know that it was submitted promptly. OCHP subsequently submitted
another amendment to the State. We discussed this issue in detall with the auditors
during their fidldwork and presented them with analysis and projections, which they
agreed clearly supported payment of a management fee based upon either of the
amended requests.  The second delay (September 03) in OCHP submitting an
amendment to the gpproved management agreement wasdueto alack of receipt of the
necessary financia information from the TennCare Bureau to determine the amount of
funds, which could be paid to UATN to cover the operational cost of OCHP and not
create net worth problems.

Inthe past, retroactive adjustments have been necessary, which have for the most part
reduced OCHP s management fee paymentsto UATN. The primary reasonsfor the
modifications have been to adjust for claims cost overruns. Despite the best efforts of
OCHP and itsactuariesto project their impact on operations, during the at-risk period,
claims costs have required adisproportionate share of the premium paid by TennCare,
which made it difficult for OCHP to remain viable. This has necesstated retroactive
requests for amendments to its management agreement and additiona capita
contributions by UATN.

TDCI's and Comptroller's Rebuttal:

As previoudy dated, the modifications of the management agreement effective July
2002 and the subsequent retroactive changein February 2003 were not submitted to
TDCI for prior gpprova before implementation by OmniCare as required by Tenn.
Code Ann. 8§ 56-32-203(c)(1). TDCI received the request for agpprova on
September 12, 2003, for the management agreement that had aready been
implemented by OmniCare. On the same date of receipt, TDCI issued a Notice of
Filing Deficiency related to the request becauise the change in management agreement
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lacked the required approva of the TennCare Bureau of the Tennessee Department of
Finance and Adminidration.

. Clams Payable

Asof March 31, 2003, OmniCare reported $396,386 in claims unpaid on the NAIC
quarterly statement. Thisamount represented an estimate of unpaid clams or incurred
but not reported (IBNR) for only the* at risk” period ending June 30, 2002. Review of
claims processing system payments after March 31, 2003, through August 31, 2003,
for dates of services before duly 1, 2002, indicates actual payments of $741,665.
Therefore, OmniCare's clams unpaid as reported on the March 31, 2003, NAIC
Quarterly Financid Statement was understated by at least $318,279 ($714,665 -
$396,386). OmniCare should develop appropriate procedures which correctly
edimates cdlams unpaid. The underdatement of clams unpad did not affect
OmniCare's net worth as of March 31, 2003.

Management’ s Comment:

OCHP does not concur with this statement and disagreeswith theresultsof thisfinding
indicating that the NAIC Quarterly financid statementswere understated by $318,279.
Per the audit report, thisunderstated represents claimsfor the period that OCHP was
at risk, which extended through June 30, 2002. What the audit does not take into
congderationisaMemorandum of Understanding executed in October 2002 between
OCHP and the Department of Finance and Adminigtration in which the State accepts
liability for theseclaims. If the additiona $318,279 cdlaimsliability had been recorded &
March 31, 2003, it would have required the recognition of the same amount of revenue
from the State.

Moreover, it should be noted that when the auditors vigited in October 2003 they had
the benefit of the passage of time. It was easy to look back a estimates that were
recorded in March 2003 and redlize that they were understated. The March 2003
estimates were based upon ca culations by an outsde actuary. They used their review
of payment hitory, open clamsand dl other dataavailable to arrive at their balances.

TDCI's and Comptroller’ s Rebuttal:

The Memorandum of Understanding between QmniCare and the Department of
Finance and Adminigration does not permit the understatement of clams payable.
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Furthermore, Statutory Accounting Principles requiresligbilitiesto bereported by usng
the concept of conservatism. The concept of conservatism should be followed when
developing edimates as well as establishing accounting principles for datutory
accounting.

Adminigrative Services Only (ASO)

Asprevioudy mentioned, effective July 1, 2002, OmniCare s Contractor Risk Agreement
was amended so that OmniCare would operate in a non-risk manner or as an ASO until
December 31, 2003. Under the NAIC guidelinesfor an ASO, thefinancid statementsfor
an ASO exclude dl income and expenses related to claims, losses, premiums, and other
amounts received or paid on behalf of the uninsured ASO. In addition, adminigrativefees
and revenue are deducted from generd administrative expenses. Further, ASO lines of
business have no liability for future dam payments; thus, no provisons for IBNR are
reflected in the balance sheet for clams with dates of service after June 30, 2002.

It should be noted that the Contractor Risk Agreement requires a deviation from ASO
guidelines. Therequired submission of the supplemental TennCare Operating Statement
should include quarterly and year-to-date revenues earned and expenses incurred as a
result of the contractor’ s participation in the State of Tennessee's TennCare program asif
OmniCare were gtill operating at-risk. Section 2-10.i. of the Contractor Risk Agreement
requires OmniCareto provide* anincome statement addressing the TennCare operations.”
OmniCare provided this information on the Report 2A.

On OmniCare' s Supplementa TennCare Operations Statement (the “Report 2A”) for the
three months ending March 31, 2003, OmniCare reported $52,736,231 in tota revenue,
$47,752,952 in totd medicd and hospital expenses, and administrative expenses of
$4,874,413 for a net income of $108,866. However, OmniCare did not prepare the
Supplementd TennCare Operations Statement asif OmniCarewere dtill at risk, becauseit
did not include an accrud for IBNR in medical expensesor therdated premium accrud in
total revenue. Section 2-10.i. of the Contractor Risk Agreement requires dl income and
expenses related to dams, losses, and premiumsfor clamswith dates of service after July
1, 2002, to be included in the Supplemental TennCare Operations Statement.

Management’ s Comment:

OCHP concurs with this finding and has taken the appropriate corrective action.
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VII.

C.

Medica Fund Target

Effective duly 1, 2002, the Contractor Risk Agreement requires OmniCare to submit a
Medicad Fund Target (MFT) report monthly. The MFT accountsfor medica paymentsand
IBNR based upon month of service as compared to a target monthly amount for the
enrollees medical expenses. Although, estimates for incurred but not reported clams for
ASO plansare not included in the NAIC financid statements, these estimatesare required
to be included in the MFT. OmniCare submitted monthly MFT reports which reported
actua and estimated monthly medica clams expenditures to be rembursed by the
TennCare Bureau. The estimated monthly expenditures are supported by aletter from an
actuary whichindicatesthat the MFT estimatesfor incurred but not reported expenseshave
been reviewed for accuracy.

No discrepancies were noted during the review of documentation supporting the amounts
reported on the Medical Fund Target reports.

Schedule of Examination Adjusments to Capitd and Surplus

Capita and Surplus as reported on the March 31,

2003 NAIC Statement $7,061,008
Required Statutory Net Worth 6,527,113
Excess Statutory Net Worth $533,895

Note: Per Statutory Accounting Principles, receivables of $1,050,000 as discussed in
paragraph A.2. should have been reported as a non-admitted asset on the March 31,
2003, NAIC quarterly statement. This presentation would have cause OmniCareto report
agtatutory net worth deficiency of $516,105 ($1,050,000-$533,895). Subsequently, the
receivable was collected and therefore an adjustment to current net worth or further
regulatory action is not required.

DETAIL OF TESTSCONDUCTED - CLAIMSPROCESSING SYSTEM

A.

Time Study of Clams Processing

The purpose of conducting atime study of clamsisto determine whether OmniCare pays
clams promptly within the time frames set forth in Tenn. Code Ann. 8 56-32-226(b)(1),
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and section 2-18. of the Contractor Risk Agreement. The statute mandates the following
prompt pay requirements.

The hedth maintenance aganization shal ensure that ninety percent (90%) of
cdamsfor payments for services delivered to a TennCare enrollee (for which no
further written information or substantiation isrequired in order to make payment)
are pad within thirty (30) days of the recapt of such cdlams. The hedth
maintenance organization shal process, and if appropriate pay, within sixty (60)
days ninety-nine point five percent (99.5%) of dl provider clams for services
delivered to an enrollee in the TennCare program.

(A) “Pay” meansthat the hedlth maintenance organization shdl either send
the provider cash of cash equivdent in full satisfaction of the alowed
portion of the claim, or give the provider a credit againgt any outstanding
balance owed by that provider to the hedth maintenance organization.

(B) “Process’ means the hedth maintenance organization must send the
provider a written remittance advice or other gppropriate written notice
evidencing ether that the clam had been paid or informing the provider
that a clam has been dther partidly or totdly “Denied” and specify dl
known reason for denid. If aclam is partidly or totally denied on the
bass the provider did not submit any required information or
documentetion with the dam, then the remittance advice or other
gopropriate written notice must specificaly identify al such information and
documentation.

TDCI has previoudy requested data files from dl TennCare MCOs containing dl dams
processed during the months of January 2003 and April 2003. The dates of services of
clams processed during these two months are of the most relevance to the examination
period. Separate files were submitted for medical and pharmacy claim types. Each set of
data was tested in its entirety for compliance with the prompt pay requirements of Tenn.
Code Ann. Because these tests were performed on al claims processed in January 2003
and April 2003, no projectionsto the population are needed. Listed below aretheresults
of these andyses:

Medicd Results

Within 30 days Within60 days | Compliance
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T.C.A. Requirement 90% 99.5%
January 2003 99.81% 99.99% Yes
April 2003 99.92% 99.98% Yes
Pharmacy Results
Within 30 days Within60days | Compliance
T.C.A. Requirement 90% 99.5%
January 2003 100% 100% Yes
April 2003 100% 100% Yes

OmniCarewasin compliance with Tenn. Code Ann. § 56-32-226(b) for daimsprocessing
requirements in the months of January 2003 and April 2003.

Determination of the Extent of Test Work of the Claims Processing System

Severd factors were consdered in the determination of the extent of test work to be
performed in the testing of OmniCare' s clams processing system.

The following items were reviewed to determine the risk that OmniCare had not properly
processed clams:

Prior examination findings related to dams processing

Complaints on filewith TDCI related to accurate claims processing

OmniCare' s monitoring procedures for subcontractors

Results of prompt pay testing by TDCI

Results reported on the claims payment accuracy report submitted to TDCI
Review of the preparation of the claims processing accuracy report

Review of internd contrals (including the testing of those controls by OmniCare)

As noted beow, the dams accuracy testing by OmniCar€'s cams processing
subcontractor revea ed several deficiencies. Also, asnoted in other sections of thisreport,
OmniCare s subcontractor monitoring procedures are not adequate and OmniCare lacks
aninterna audit function as part of itsorganizationa structure. Therefore, subdantivetesing
was expanded by TDCI. The expanded testing included an on-ste vist to Dord,
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OmniCare' s clams processing subcontractor located in Meguon, Wisconan. During the
on-dte vigt of Dord, malroom procedures and the claims payment accuracy report
preparation procedures were reviewed, and medical clams were tested.

Claims Payment Accuracy Report

Section 2-9. of the Contractor Risk Agreement requires that 97% of clams are pad
accuratdy upon initid submisson. OmniCare is required © submit quarterly a clams
payment accuracy report 30 days following the end of each quarter. Doral, OmniCare' s
claims processing subcontractor prepares the quarterly claims payment accuracy report.

OmniCare reported the following results for the third and fourth quarters of 2002 and first
and second quarters of 2003:

# of clamstested Results Reported Compliance
Third Quarter 348 99.43% Yes
2002
Fourth Quarter 400 99.25% Yes
2002
First Quarter 400 99.00% Yes
2003
Second Quarter 400 99.00% Yes
2003

1. Proceduresto Review the Claims Payment Accuracy Reporting

Thereview of the claims processing accuracy report included an interview with internd
control staff to determine the policies, procedures, and sampling methodologies
surrounding the preparation of the claims payment accuracy report. Theseinterviews
were followed by a review of the supporting documentation used to prepare the
second quarter 2003 clams payment accuracy report. This review included
verification that the number of dams reviewed congtituted an adequate sample to
represent the population. In addition, claimswere selected at random from the source
documentation. These claims were reviewed to determine if the information on the
supporting documentation was correct. The supporting documents were tested for
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mathematical accuracy. The amounts from the supporting documentation traced
directly to the actud report filed with TennCare.

. Results of Review of the Claims Payment Accuracy Reporting

The quarterly claims payment accuracy report for the second quarter of 2003 was
selected for review. Ten clams were reviewed by TDCI to verify testing accurecy.
Also, dl damsidentified in the report with errors were reviewed to ensure the errors
have been corrected. The following deficiencies were noted during the review of the
claims payment accuracy report preparation procedures:

Dord, OmniCar€ sclaims processing subcontractor preparesthe quarterly clams
payment accuracy report. This report was not verified by OmniCare. This report
should be verified by OmniCare as part of OmniCar€' s ongoing procedures to
monitor Dord’ s clams processing accuracy.

Management’ s Comment:

OCHP concurs with this statement.  Future reporting of the Claims Accuracy
Report will be prepared by OCHP and will be apart of the ongoing proceduresto
monitor Dord’ s clams processing accuracy.

Documentation was not maintained supporting therandom sdection of daims. Asa
result, the examiners could not verify that the claimstested were randomly selected
asrequired in the section 2-9. of the Contractor Risk Agreement.

Management’ s Comment:

OCHP concurswiththisstatement. Claimstested for thisaudit were conducted on
adatigicaly vaid random sample, within the defined quarter.

Audit traillswill now be kept and records maintained to support random selection
of dams.

Documentation was not maintained supporting thet thetotal claims population was
defined before the claimstested were selected by Dord. Asaresult, theexaminers
could not verify that every claim processed in the quarter had an equa opportunity
to be selected in order to ensure agatisticdly vaid sample.

Management’ s Comment:
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OCHP concurswith thisstatement. Thetota claims popul ation was defined before
the dams tested were selected within the defined quarter. Audit trailswill now be
kept and records maintained to demondirate that a Satisticaly valid sample was
utilized to ensurethat every clam processed in the quarter hasan equa opportunity
to be selected during the process.

Pharmacy clams processed by Scripts Pharmacy Solutions, Inc. and vison clams
process by Block Vison were not included in the determination of the clams

accuracy percentage.

Management’ s Comment:

OCHP concurs with this statement. Separate reports should have been filed for
both Pharmacy and Vison. OCHP only submitted the Prompt Pay Anadysis for
medica cams, for themedicad andyssreport. Future reporting for the Prompt Pay
Anaysswill include a separate report for claims accuracy for vision services.

Claims Sdected For Testing

Based on results from the items reviewed above, 60 clams were sdected for testing.
OmniCare provided data files of paid and denied claims for the months of January 2003
and April 2003. For each claim processed, the data file included the date received, date
paid, the amount paid and, if applicable, an explanation for denid of payment. From each
datafile, 30 claims were randomly sdlected.

The number of claims sdected for testing was not determined satistically. The results of
testing are not intended to represent the percentage of non-compliance within the totd
population of cams.

To ensurethat the January 2003 and April 2003 datafilesincluded dl clams processed in
the month, the total amount paid per each of the data files was reconciled to the triangle
lagsand to the generd ledger for the respective accounting periodsto within an acceptable
leve.

Comparison of Actud Claim with Sysem Claim Data
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The purpose of thistest isto ensure that the information submitted on the claim was entered
correctly inthe clamsprocessing system. Origina hard copy clamswere requested for the
60 claims tested.

The required data elements of Attachment XII of the Contractor Risk Agreement were
compared to the data elements entered into the clams processng sysem. One
discrepancy was noted. The procedure code reported on one claim tested did not agree
with the procedure code entered in the claims system.

Adjudication Accuracy Testing

The purpose of adjudication accuracy testing is to determine if clams sdlected were
properly paid, denied, or rgjected. Resultsof the adjudication testing are as follows:.

Two clams on the second submission by the provider were incorrectly denied due to
untimely filing. The daims were origindly submitted within the 120 day timdy filing limit.
Subsequently, OmniCare paid the claims based on provider gppedl s of the second denidl.

Management' s Comment:

OCHP concurs with this statement.

Price Accuracy Testing

The purpose of price accuracy testing is to determine whether payments for specific
procedures are in accordance with the system price rules assigned to providers, whether
payments are in accordance with provider contracts, and whether amounts are cal culated
correctly. Results of the price accuracy testing are asfollows:

1. The procedure code wasincorrectly keyed into the claims processng system for one
clam tested resulting in incorrect payment of the clam.

Management’ s Comment:

OCHP concurswith this statement. The coding error was corrected and theclaim was
adjusted accordingly. Provider and Encounter files have since been corrected.
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2. The fee table loaded in the cdlams processng system was incorrect for four clams

tested resulting in the incorrect payment of the claims. OmniCare should perform an
audit of the accuracy of dl fee tables|oaded in the clams processng system.

Management’ s Comment:

OCHP concurs with this finding. Subsequent to this audit, and due to this noted
deficiency, OCHP and Dora have implemented severd internal weekly crosscheck
proceduresto ensure preciseloading for dl fee-tablesto reduce keypunch errors. We
have dso ahired afull-time interna clams auditor that dso audits the accuracy of al

fee-tablesthat are loaded in the system.

H. Withhold, Deductible and Co-payment Testing

1.

The purpose of “withhold testing” isto determine whether amounts withheld from
provider payments are in accordance with the provider contracts and are
accurately caculated. OmniCare' s contractswith providersdo not apply withhold
to provider payments.

The purpose of testing deductibles and co-payments is to determine whether
enrollees are subject to out-of- pocket payments for certain procedures, whether
out-of-pocket payments limits have not been exceeded, and whether out-of-
pocket paymentsare accurately ca culated in accordance with section 2- 3.i. of the
Contractor Risk Agreement. None of the 60 claimstested had enrolleesthat were
required to pay co-payments. Therefore, five clams with enrollees with co-
payment requirements were selected for testing. No discrepancies were noted
during tegting.

Explanation of Bendfits (“EOB”) Teding

The purpose of EOB testing is to determine whether uninsured and uninsurable members
(non-Medicaid) who are subject to deductibles and co-payments are provided an
explanaion of benefits in accordance with usud and cusomary hedth care industry
practices.

OmniCare provides EOBsto enrolleeswhose clams are subject to cost sharing. None of
the 60 claims tested had enrollees whose claims were subject to cost sharing. Therefore,
five additiond claims with cost sharing requirements were selected for EOB testing. No
discrepancies were noted during the review of EOBs.
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Remittance Advice Teding

The purpose of remittance advicetesting isto determinewhether remittance advices sent to
the provider accurately reflect the processed clam information in the system.

The remittance advices for the 60 claims tested were requested to compare the payment
and/or denid reasonsper the clams process ng system to theinformeation communicated to
the providers. No differences were noted between the clams payment per the clams
processing system and the information communicated to the providers.

Anadysis of Cancdled Checks

The purpose of andyzing cancelled checksisto (1) verify the actua payment of clamsby
OmniCare, and (2) determine whether a pattern of sgnificant lag times exists between the
issue date and the cleared date on the checks examined.

The cancelled checksfor the 60 claimstested were requested. The check amounts agreed
with the amounts paid per the remittance advices and no pattern of sgnificant lag times
between the issue date and the cleared date was noted.

Suspended/Unprocessed Claims Testing

The purpose of testing suspended claims s to determine the existence of clamsthat have
been suspended or pended by OmniCare, the reasons for suspending the claims, the
number of suspended daimsthat are over 60 days old, and whether a potential materia

unrecorded ligbility exists. OmniCare provided the examinersaclamsreport asof July 31,
2003. OmniCare reported atota of 39,716 pended claims of which none were over 60
days old. Therewas no indication that apotentid unrecorded materid liability exised asa
result of pended claims because lessthan one percent of the pended claimswererelated to
the non-risk period which began July 1, 2002.

Electronic Claims Capahility

Section 2-9.g. of the Contractor Risk Agreement states, “The CONTRACTOR shdl have
in place, an automated claims processing system capable of accepting and processing
clams submitted dectronicdly with the exception of cams tha require written
documentation to justify payment. .. .” Section 2-2.h. of the Contractor Risk Agreement
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required MCOs to move to eectronic billing. The dectronic billing of clams dlows the
MCO to process clams more efficiently and cost effectively.

The Hedth Insurance Portability and Accountability Act, Titlell (*HIPAA”) requiresthat
al hedth plansbe ableto tranamit and accept dl dectronic transactionsin compliancewith
certain stlandards as explained in the statute by October 15, 2002. The U.S. Department
of Hedlth and Human Services extended the deadline until October 15, 2003, for hedth
plans requesting additiond time. Failure to comply with the standards defined for the
transactions listed can result in the assessment of substantid pendties.

OmniCare' s clams processing subcontractor has implemented the necessary changesto
process claims per the standards outlined in the HIPAA satutes. OmniCare's clams
processing subcontractor is currently processing claims under these standards for some of
their providers.

Mallroom Testing

Mailroom procedures & Dord werereviewed. Thereview included awalk through of the
mailroom and discussions with mailroom personnel. Based on the review, controlsin the
mailroom were adequate. Also, ten claims were selected from abatch of incoming mail on
October 20, 2003, to determine if the clams were entered into the claims processing
system with correct received date. All ten clams were entered into the claims processing
system with correct recelved date.

VIIl. REPORT OF OTHER FINDINGS AND ANALYSES-COMPLIANCE
TESTING

A.

Provider Complaints

OmniCare maintains alog of al provider complaints. Twenty complaints were selected
from OmniCare's complaint log. For the 20 provider complaints selected for testing, 13
(65%) were not responded to within 30 days after the receipt of the complaint per Tenn.
Code Ann. § 56-32-226(b)(3)(A).

Management’ s Comment:

OCHP concurs with this statement. OmniCare' s previous policy and procedures were to
respond and resolve provider clamsapped s'complaintswithin sixty (60) daysof receipt of
the complaint. Wewereinformed during the audit that we must notify providersthat were
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in receipt of the complaint/apped within thirty (30) days receipt of the complaint/appedl.
All provider complaints/apped s were resolved and responded to within the required sixty
days. OCHP has snce amended its policies and proceduresto acknowledge receipt of a
provider complaint/gpped within thirty days and will continue to completdy resolve dl
apped s'complaints within sixty (60) days per Tenn. Code Ann.8 56-32-226(b)(3)(A).

Provider Manua

The provider manua outlines written guiddines to providers to assure that clams are
processed accurately and timely. In addition, the provider manud informs providersof the
correct proceduresto follow in the event of adisputed claim. No deficiencies were noted
in the review of OmniCare's provider manud.

Provider Agreements

Agreements between an HM O and medical providers represent operationa documents to
be prior gpproved by TDCI in order for TDCI to grant a certificate of authority for a
company to operate as an HMO as provided by Tenn. Code Ann. § 56-32-203(b)(4).
TheHMO isrequired to file anotice and obtain the Commissioner’ s gpprovd prior to any
materid modification of the operation documents in accordance with Tenn. Code Ann. §
56-32-203(c)(1). Additiondly, the TennCare Bureau has defined through contract with the
HM O minimum language requirements to be contained in the agreement betweenthe HM O
and medicd providers. These minimum contract language requirementsinclude but are not
limited to; standards of care, assurance of TennCare enrollees rights, compliance with al
Federd and state laws and regulations, and prompt and accurate payment from the HMO
to the medical provider.

Per section 2-9. of the Contractor Risk Agreement between Omni Care and the TennCare
Bureau, dl template provider agreements and revisons thereto must be gpproved in
advance by the TennCare Division, Department of Commerce and Insurancein accordance
with statutes regarding the gpprova of an HMO' s certificate of authority and any materid
modification thereof. Additionaly, section 2-18. of the Contractor Risk Agreement requires
that dl provider agreements executed by OmniCare shdl at aminimum meet the 44 current
requirements listed in section 2-18.

Three provider agreements were selected for testing to determine if they contained dl the
required minimum language requirement of section 2-18. of the Contractor Risk
Agreement. All three agreements failed to meet the minimum language requirements of
section 2-18. The results of each deficiency are listed below:
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1. TDCI and the Comptroller requested the agreement with Methodist Healthcare, Inc.

which represents five hospitds listed in the OmniCare Provider Directory 2003.

OmniCarewas not ableto provide an executed Methodist Hedthcare, Inc., agreement
based on the provider agreement template previoudy approved by TDCI. Instead,
OmniCare was only able to provide a “Letter of Agreement” executed between
OmniCare and Methodist Hedthcare Systems in July 2002. This “Letter of
Agreement” was not submitted to TDCI as a materid modification of OmniCare's
cetificate of authority. The “Letter of Agreement” notes tha it is an interim
arrangement with theintent that OmniCare and Methodist Hedlthcare, Inc., will enter a
definitive agreement within 120 days. Additionaly, the“L etter of Agreement” indicates
the agreement may be terminated immediatdy by either party upon the other party’s
materid breach of any term or condition. Comparison of language in the “Letter of
Agreement” with section 2-18. indicates the L etter of Agreement isdeficient in 36 of
the current 44 minimum contract language requirements. The continued operation by
OmniCare under the ungpproved “Letter of Agreement” is contrary OmniCare's
certificate of authority.

The “Letter of Agreement” is missng the following 36 required minimum contract
eements

d. Assure that the provider shall not enter into any subsequent agreements or
subcontracts for any of the work contemplated under the provider agreement
without approval of the CONTRACTOR,;

f.  Specify that the provider may not refuseto provide medicaly necessary or covered
preventive services to a TennCare patient under this Agreement for non-medicd
reasons, including, but not limited to, falure to pay gpplicable cost sharing
respongbilities. Upon next renewd of provider agreements, the CONTRACTOR
shdl specify that effective January 1, 2003, the CONTRACTOR may requirethat
aTennCare Standard enrollee pay gpplicable TennCare cost sharerespongbilities
prior to receiving non-emergency services. However, until such time that an
amendment to the provider agreements are executed, the CONTRACTOR shdll
include said provisons in the providers adminigrative manua or other such
communications. However, the provider shal not be required to accept or continue
trestment of a patient with whom the provider feds he/she cannot establish and/or
maintain a professond relaionship;

I. Provide that emergency services be rendered without the requirement of prior
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authorization of any kind;

If the provider performslaboratory services, the provider must meet dl applicable
requirements of the Clinical Laboratory Improvement Act (CLIA) of 1988 at such
time that CM S mandates the enforcement of the provisons of CLIA,;

. Require that an adequate record system be maintained for recording services,

servicing providers, charges, dates and al other commonly accepted information
elementsfor servicesrendered to enrollees pursuant to the agreement (including but
not limited to such records as are necessary for the evauation of the quality,
aopropriateness, and timeliness of services performed under the provider
agreement). Enrollees and their representatives shdl be given access to the
enrollees medica records, to the extent and in the manner provided by T.CA.
sections 63-2-101 and 63-2-102, and, subject to reasonable charges, be given
copiesthereof upon request. When apatient- provider rdationshipwithaTennCare
primary care provider ends and the enrollee requests that medical records be sent
to a second TennCare provider who will be the enrolleg’s primary care case
manager or gatekeeper, the first provider shdl not charge the enrollee or the
second provider for providing the medica records,

Require that any and dl records be maintained for a period not less than five (5)
years from the close of the agreement and retained further if the records are under
review or audit until the review or audit is complete. Said records shdl be made
available and furnished immediately upon request for fiscd audit, medicd audit,
medicd review, utilization review, and other periodic monitoring upon request of
authorized representative of the CONTRACTOR or TENNCA RE and authorized
federd, state and Comptroller personndl;

. Providethat TENNCARE, U.S. Department of Health and Human Services, and

Office of Ingpector Generd Compitroller shdl have the right to evauate through
ingpection, whether announced or unannounced, or other means any records
pertinent to this Agreement including quality, appropriateness and timeliness of
services and such evauation, and when performed, shal be performed with the
cooperation of the provider. Upon reques, the provider shdl asss in such
reviews including the provison of complete copies of medica records,

Providefor monitoring, whether announced or unannounced, of servicesrendered
to enrollees sponsored by the CONTRACTOR,;
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Whether announced or unannounced, providefor the participation and cooperation
in any internd and external QM/QI, utilization review, peer review and gpped
procedures established by the CONTRACTOR and/or TENNCARE;

Specify that the CONTRACTOR shdl monitor the quaity of services delivered
under the agreement and initiate corrective action where necessary to improve
qudity of care, inaccordancewith that level of medica carewhichisrecognized as
acceptable professond practicein the respective community in which the provider
practices and/or the standards established by TENNCARE;

Require that the provider comply with corrective action plans initiated by the
CONTRACTOR,;

Provide for submission of dl reports and clinica information required by the
CONTRACTOR,

Require safeguarding of information about enrollees according to gpplicable sate
and federa laws and regulaions and as described in section 421. of this
Agreement;

Provide the name and address of the officid payee to whom payment shdl be
made;

Provide for prompt submission of information needed to make payment;

Provide for payment to the provider upon receipt of a clean clam properly
submitted by the provider within the required time frames as specified in T.C.A.
56-32-226 and Section 2-9.g. of this Agreemernt;

Specify the provider shal accept payment or gppropriate denia made by the
CONTRACTOR (or, if gpplicable, payment by the CONTRACTOR that is
supplementary to the enrollee's third party payor) plus the amount of any
goplicable cost sharing respongibilities, as payment in full for covered services
provided and shall not solicit or accept any surety or guarantee of payment from
the enrollee in excess of the amount of gpplicable cost sharing responsbilities.
Enrollee shdl include the patient, parent(s), guardian, Spouse or any other legdly
respong ble person of the patient being served,

Specify that a al times during the term of the agreement, the provider sl
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bb.

CC.

dd.

indemnify and hold TENNCARE harmlessfrom al clams, losses, or suitsrelating
to activities undertaken pursuant to the Agreement between TENNCARE and the
MCO. Thisindemnification may be accomplished by incorporating Section 4-19¢f
the TENNCARE/MCO Agreement initsentirety in the provider agreement or by
use of other language developed by the OmniCare and agpproved by
TENNCARE.

Require the provider to secure al necessary liability and mapractice insurance
coverage as is necessary to adequately protect the Plan's enrollees and the
CONTRACTOR under the agreement. The provider shal provide suchinsurance
coverage a dl times during the agreement and upon execution of the provider
agreement furnish the CONTRACTOR with written verification of the exisenceof
such coverage;

Specify both the CONTRACTOR and the provider agree to recognize and abide
by dl sate and federa laws, regulations and guidelines gpplicable to the hedth
plan;

Provide that the agreement incorporates by reference dl gpplicable federd and
date laws, TennCare rules and regulations or court orders, and revisions of such
lawsor regulations shdl automatically be incorporated into the agreement, asthey
become effective. In the event that changesin the agreement asaresult of revisons
and gpplicablefederd or state law materidly affect the position of either party, the
CONTRACTOR and provider agreeto negotiate such further amendmentsas may
be necessary to correct any inequities,

Specify procedures and criteria for any dteraions, variations, modifications,
walvers, extenson of the agreement termination date, or early termination of the
agreement and specify the terms of such change. If provison does not require
amendments be valid only when reduced to writing, duly sgned and attached to the
origind of the agreement, then the terms must include provisons dlowing at least
thirty (30) daysto give notice of rgjection and requiring that receipt of notification
of amendments be documented (e.g., Certified Mall, facamile, hand-ddivered
receipt, etc);

Specify that both parties recognize that in the event of termination of this
Agreement between the CONTRACTOR and TENNCARE for any of the
reasons described in Section 4- 2 of this Agreement, the provider shdl immediately
makeavailable, to TENNCARE, or itsdesignated representative, in ausableform,
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any or dl records, whether medica or financia, related to the provider's ectivities
undertaken pursuant to the MCO/provider agreement. The provision of such
records shall be a no expenseto TENNCARE;

Specify that the TennCare Provider Independent Review of Disputed Clams
process shdl be available to providersto resolve non-emergency damsdeniedin
whole or in part by the MCO as provided at T.C.A. 56-32-226(b).

Include a conflict of interest clause as stated in Section 4-7 of this Agreement
between the CONTRACTOR and TENNCARE;

Specify the extent to which any savings or lossredized by the plan shall be shared
with the providers,

Specify that the provider shal be required to accept TennCare reimbursement
amounts for services provided under the agreement between the provider and
CONTRACTOR to TennCare enrollees and shal not be required to accept
TennCare reimbursement amounts for services provided to persons who are
covered under another hedth plan operaled or adminisered by the
CONTRACTOR,;

Specify that the provider must adhere to the Qudlity of Care Monitorsincluded in
this Agreement as Attachment Il;

Specify that aprovider shall have at least one hundred and twenty (120) caendar
days from the date of rendering a hedth care service to file a dlam with the
CONTRACTOR and no morethan one hundred eighty (180) calendar daysfrom
the date of rendering a hedth care sarvice to file an initid dam with the

CONTRACTOR except in Stuations regarding coordination of benefits or
subrogation in which case the provider is pursuing payment from athird party or if
an enrollee is enrolled in the plan with aretroactive digibility date. At the next
renewal or amendment period of the provider agreement, the CONTRACTOR
shal specify that aprovider shdl have a least, but no more than one hundred and
twenty (120) caendar daysfrom the date of rendering ahealth caresarvicetofilea
clam with the CONTRACTOR except in Stuaions regarding coordination of

benefits or subrogation in which case the provider is pursuing payment from athird
party or if an enrollee is enrolled in the plan with a retroactive digibility date. In
gtuations of enrollment in the plan with aretroactive digibility dete, the minimum
and maximum time frames for filing a dam shdl begin on the date that the
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00.

pp.

CONTRACTOR receives natification from TENNCARE of the enrollee's
digibility;

Specify that the provider will comply with the apped process including but not
limited to asssting an enrollee by providing apped forms and contact information
including the gppropriate address for submitting appeals for state leve review;

Require that the provider display notices of the enrolleg sright to apped adverse
action affecting services in public aress of ther facility(s) in accordance with
TennCare rules, subsequent amendments, or any and al Court Orders,

Require that if any requirement in the provider agreement is determined by
TENNCARE to conflict with the Agreement between TENNCARE and the
MCO, such requirement shal benull and void and dl other provisonsshdl remain
in full force and effect;

All provider agreements must include language which informs providers of the
package of benefits that EPSDT offers and which requires providers to make
treatment decisionsbased upon children’ sindividua medicd and behaviord hedth
needs. A ligting of the EPSDT benefit package is contained in Attachment 1X of
thisAgreement. All provider agreements must contain languagethat referencesthe
EPSDT benefit package found in Attachment IX and the agreement shal either
physicdly incorporate Attachment IX or include language to require that the
attachment be furnished to the provider upon request At the next renewa or
amendment period of provider agreements, thisAttachment IX shall be deleted and
replaced by the new reference and items found in Section 2-3.u.8 of this
Agreement;

All provider agreements must include a provison which states that providers are
not permitted to encourage or sugges, in writing or verbaly, that TennCare
children be placed into state custody in order to receive medica or behaviora

services covered by TennCare; and

Specify that in the event that TENNCARE deems the MCO unable to timely
process and reimburse clams and requiresthe M CO to submit provider clamsfor
reimbursement to an dternate claims processor to ensuretimely reimbursement, the
provider shal agree to accept reimbursement a the MCO's contracted
reimbursement rate or the rate established by TENNCARE, whichever isgreater.
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gq.  All primary care provider agreements shall specify thet its network primary care
providersshdl submit dl dlamswith aprimary behaviord hedth diagnosis(ICD-9
CM 290.xx — 319.xx) to the BHO for payment.

Ir. Require that providers offer hours of operations that are no less than the hours of
operation offered to commercia enrollees or comparable to Medicaid fee-for-
sarvice, if the provider serves only Medicaid enrollees.

Subsequently, on February 24, 2004, OmniCare amended the “ L etter of Agreement” to
correct the deficiencies noted in the examination.

Additionaly, nine other hospital swere contracted under this* Letter of Agreement” but as
of April 1, 2003, these nine hospitals have complete contracts that meet the required
TennCare contract language of Section 2-18.

Management’ s Comment:

OCHP has submitted to TDCI an amended agreement signed by Methodist Hedlthcare,
which includes the TennCare contract language of Section 218. OmniCare has aso
provided copies of the hospitd contracts sgned by the new owners of the rurd facilities
that were sold by Methodist Hedlthcare. Also, itisnot a

violaion of the CRA to have aletter of agreement, as long as the agreement containsthe
required TennCare contract language.

TheL OA specifically states: It isanticipated that aMaster Agreement shdl be approved
and executed within 120 days. In the event aMaster Agreement has not been executed,
the LOA shdl automatically renew for successive thirty-day periods unless non-teeminging
partiesare provided with thirty days prior written notice by the terminating party or parties.

All of our agreements/and or contracts require thirty or Sixty-day notices for terminating
contracts.

TDCI’s and Comptroller’ s Rebuttd:

Asof March 31, 2003, theend of the examination period, OmniCare had not submitted the
Letter of Agreement as amaterid modification toits Certificate of Authority. Asprevioudy
dated the Letter of Agreement did not contain 36 of the minimum required contract
elements during the examination period. Therequired contract e ementswere not added to
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the Letter of Agreement untii an amendment on February 24, 2004, which was
implemented before it was submitted to TDCI for approval. As noted by OmniCare's
comment, the Letter of Agreement anticipates aMaster Agreement will replacethe Letter
of Agreement. As of the release date of this report, a Master Agreement has not been
approved and executed.

TDCI and the Comptroller requested the agreements with Total Health Care, a primary
care provider, and Pediatric Cardiology Consultant, P.C., a specidist provider. Both
agreementswere executed on averson of thetemplate agreement previoudy approved by
TDCI. Comparison of the current section 218. requirements of the Contractor Risk
Agreement for both of these contractsindicates they lack the following recent additionsin
the latest amendments to the Contractor Risk Agreement.

pp.  Specify that in the event that TENNCARE deems the MCO unable to timely
process and reimburse clams and requiresthe M CO to submit provider clamsfor
reimbursement to an dternate claimsprocessor to ensuretimely reimbursement, the
provider shal agree to accept reimbursement a the MCO's contracted
reimbursement rate or the rate established by TENNCARE, whichever isgreater.

gq.  All primary care provider agreements shdl specify that its network primary care
providersshal submit dl clamswith aprimary behaviord hedth diagnoss(ICD-9
CM 290.xx — 319.xx) to the BHO for payment.

Ir. Require that providers offer hours of operations that are no less than the hours of
operation offered to commercid enrollees or comparable to Medicaid fee-for-
sarvice, if the provider serves only Medicaid enrollees.

Management' s Comment:

OCHP concurswith thisfinding. OCHP has since updated and amended the two deficient
contracts with both Providers to include dl of the provisions of section 2-18.

Subcontractors

During the examination period, OmniCare had subcontracts in place with the following
companies. Dord Medica USA, LLC, Script Pharmacy Solutions, Inc. and Block Vision,
Inc. The Block Vision and Doral Medical subcontractswere approved by TDCI on May
8, 2001. Script Pharmacy Solutions operated as OmniCare' s pharmacy benefits manager
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(PBM). OmniCare terminated this contract effective duly 1, 2003. At that time the
TennCare Bureau assumed responsibility for pharmacy services.

Title VI Compliance Teging

Effective July 1996, section 2-24. of the Contractor Risk Agreement required OmniCareto
demongtrate compliance with Federd Title VI of the 1964 Civil Rights Act that prohibits
discrimination based on race, color or nationa origin. Based on discussions with various
OmniCare aff and areview of policies and related supporting documentation, OmniCare
wasin compliance with the reporting requirements of section 2-24. of the Contractor Risk
Agreement.

HMO Holding Companies

Effective January 1, 2000, dl HMOs that are part of a holding company system were
required to comply with Tenn. Code Ann. § 56-11 Part 2 — the Insurance Holding
Company System Act of 1986. Tenn. Code Ann. 8§ 56-11-205 dates, “Every insurer and
every health maintenance organization which is authorized to do businessin this state and
which is a member of an insurance holding company system shdl regiger with the
commissioner, except a foreign insurer or hedth maintenance organization subject to
registration requirements and standards adopted by statute or regulation in the jurisdiction
of itsdomicilewhich are substantidly similar to those contained in this section and 8§ 56-11-
206(8)(1).” OmniCare has complied with this statute.

Section 2-2.s. of Amendment 2 of OmniCare’'s Contractor Risk Agreement
requires OmniCare to comply with the following:

“Agree to remburse providers for the provision of covered servicesin
accordance with reimbursement rates, reimbursement policies and
procedures and medica management policies and procedures as they
existed on April 16, 2002, unless otherwise directed or approved by
TennCare...”

Additiondly, section 3-10.h.5. of Amendment 2 of OmniCare' s Contractor Risk
Agreement dates:
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“In the event TENNCARE determines a cost was not incurred in
accordance with this Agreement, TENNCARE reserves the right to
disdlow sad cost and reduce the amount of future fixed administrative
fee payments by the amount of the disallowance.”

No items were noted during the examination that indicated noncompliance with
dabilization requirements.

H. Lack of Interna Audit Function

The importance of an internd audit function is to provide an independent review and
evaluation of the accuracy of financid recordkeeping, the rdiability and integrity of
information, the adequacy of internd controls, and compliance with goplicable laws,
policies, procedures, and regulaions. An internd audit function is responsble for
performing auditsto ensure the economica and efficient use of resourcesby dl departments
to accomplish the objectives and gods for the operations of the department. The interna
audit department should report directly to the board of directors so the department can
maintain its independence and objectivity.

During the examination of OmniCare, it was noted that OmniCare lacks an internd audit
function as part of OmniCare' s organizationd structure. As previoudy noted, OmniCare
received TennCare pemium revenues of $185,140,878 for caendar year 2002 and
$53,665,281 for the period January 1, 2003, through March 31, 2003. The significant
amount of premiumsreceived would warrant the employment of & least oneinternd auditor
by OmniCare. Also, the examination has discovered Sgnificant deficiencieswhich possbly
could have been avoided with a properly functioning internd audit department. These
deficienciesinclude: incorrect fee tables|oaded into the claims processing system, lack of
monitoring of subcontractors, and failure to abide by provider |etters of agreement.

Management’ s Comment:

OCHP does not concur with this statement. OCHP has an internd audit function. OCHP
did not have an internal clams auditor. The review and evauation of the accuracy of

OCHP sfinancid record keeping, the rdigbility and integrity of information, the adequacy
of internd controls, and compliance with gpplicable laws, policies, procedures, and

regulations are part of our daily operationd and management activities. OCHP s Finance
Department has severd employees on saff that perform these duties daily. Whilewe did
not have an “Internal Auditor” with this exact title that operates independently and
separate from the budget andysts, managers and CPAs within the department, does not
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mean that these functions are not performed.

1. This gatement implies that we have failed to provide due diligence in our
financid responghilities, which isfdse. A quote “internal auditor” indeed
helps to ensure a greater percentage of accuracy and reduces mistakes,
however it does not by title, prevent errors or mistakes. The deficiencies
noted in thisreport are just that, errors and mistakes, regarding which we will
continue to improve our processes to correct and or ameliorate.

TDCI’s and Comptroller’ s Rebuttal:

As previoudy mentioned, the examination discovered deficiencies which possibly could
have been avoided with a proper internd audit function The internd audit function
accomplished either by aninterna auditor or audit department, should report directly tothe
board of directors and the appropriate level of management so the auditor or department
can maintain its independence and objectivity.

Monitoring of Subcontractors

The Contractor Risk Agreement permits OmniCareto subcontract dutiesbut OmniCareis
ultimately responsible for ensuring that these duties are performed in compliance with the
Contractor Risk Agreement and statutory requirements.

As previoudy reported OmniCare has subcortracted with Doral USA, LLC, to process
medica damssubmitted by medica providers. OmniCare needsto improve the monitoring
efforts of its mgor subcontractor for clams processing  services.
Specificdly, OmniCare relies soldy on Dord to report clams payment accuracy
without confirmation or sampling for accuracy by OmniCare. Additiondly, OmniCare
personnd have only limited accessto Dora’ s clams processing system. Thislimited access
is insufficient to monitor and test the clams processing efforts by Dord. As previoudy
mentioned, TDCI was required to expand testing to include an ontSte vist of Dord in
Mequon, Wisconsin, because of OmniCare' s limited accessto Dordl’ s claims processing
system.

Subsequently, management hasindicated in responseto ancther finding that OmniCarewill
prepare future Claims Accuracy reports.
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Management’ s Comment:

OCHP concurs with this statement. At the time of the audit, OmniCare did not have the
ability to show the auditors, specificaly “adjustments’ to claims. OmniCare has complete
access to clams data; and since the time of this audit, has gained the ability to view al
clams adjustments.

OCHPdiligently monitorsthe activitiesof Dora (subcontractor). Moreover, OCHP hasin
place various processes and procedures, including a Delegated Oversight Committee;
conducts annua Site vidts, daily monitoring of dams data, in conjunction with other
provisons within our MIS Department, medicd management, provider services and
contracting departments b ensure that clams are processed in accordance with our
businessrules, policesand procedures. A copy of theannuad Stereview wasforwarded to
your office before the find draft of this report was written.  OCHP isresponsible for the
adminidration and management of dl aspects of the CRA and our hedth plan, which
includes al subcontractors acting on behaf of the Plan.

OCHP concedesthat we need to improve the monitoring efforts of this subcontractor and
that an internal claims auditor was needed to ensure better oversight of claims processng
procedures by Doral aswell asthe preparation of the Claims Payment Accuracy Report.
Both deficiencies have been duly noted and addressed. An internd claims auditor was
hired and the claims accuracy report isnow prepared by OCHP Finance & Adminidration.

The examiners hereby acknowledge the courtesy and cooperation of the officersand employees of
OmniCare.



